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Looking for something to read?  See our Reading List; these books, separated by category, are 

ones we find interesting and insightful.  We will be adding to the list over time.   
 

[Posted: November 1, 2019—9:30 AM EDT] Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is up 0.1% from its last close.  In Asia, the MSCI Asia Apex 50 

closed up 0.6%.  Chinese markets were higher, with the Shanghai composite up 1.0% and the 

Shenzhen index up 1.3% from the prior close.  U.S. equity index futures are signaling a higher 

open.  With 277 companies having reported, the S&P 500 Q3 earnings stand at $42.00, higher 

than the $41.08 forecast for the quarter.  The forecast reflects a 4.0% decrease from Q3 2018 

earnings.  Thus far this quarter, 74.7% of the companies reported earnings above forecast, while 

17.7% reported earnings below forecast.   

 

The second episode of the Confluence of Ideas podcast is available! 

 

Happy employment Friday and All-Saints Day!  We cover the data in detail below, but the quick 

take is that we have a strong report.  Payrolls rose 128k compared to a forecast of 85k.  The 

unemployment rate ticks higher to 3.6%.  In other news, China’s data surprises to the upside.  

The Fourth Plenum ends.  The problems of hegemony.  Christine Lagarde’s tenure at the ECB 

begins today.  Here are the details: 

 

China data:  Earlier this week, the government’s PMI series were weak, with manufacturing 

remaining under the 50-expansion line.  In addition to the government data, Caixin, a media 

company in China, also provides a survey of manufacturing which tends to include more small 

companies.  In a marked divergence from the government’s report, the Caixin data rose to 51.7, 

the highest level in two years.  It is not unusual for the two series to disagree but, in the past, the 

government data tended to be higher than the Caixin report.  Thus, the Caixin report was 

generally held to be more reliable.  It isn’t clear what this report is signaling; the strength does 

diverge from the broader array of data coming out of China.  It may be that large firms have been 

more adversely affected by the trade war compared to smaller firms, which may be more 

sensitive to the domestic economy.  Regardless of the reason, we did see a lift in global equities 

off this report which offers some hope for global growth. 

 

The Fourth Plenum:  The CPC meeting ended yesterday with little news.  The lack of 

information isn’t a surprise; usually, whatever was decided is revealed in the weeks after the 

meeting.  It does appear Hong Kong was on the list of items for discussion.  The leadership has 

indicated it intends to “perfect” the selection of leaders for the former colony.  That likely means 

less democracy.   

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 
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https://www.wsj.com/articles/lagarde-turns-on-the-charm-as-she-takes-helm-of-ecb-11572591600?shareToken=st50ec6a600f8946c6be5dd1d55018034d
https://www.wsj.com/articles/lagarde-turns-on-the-charm-as-she-takes-helm-of-ecb-11572591600?shareToken=st50ec6a600f8946c6be5dd1d55018034d
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https://www.reuters.com/article/us-china-politics-hong-kong/china-to-perfect-hong-kong-leader-appointment-system-warns-on-national-security-idUSKBN1XB33Y
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The headaches of hegemony:  As the U.S. removes itself from the Middle East, Iran and Russia 

are vying for regional dominance.  However, both nations are getting a taste of just how much 

“fun” it is to try to bring order to a disorderly region.  Iran has steadily increased its dominance 

of Iraq.  This makes sense.  Throughout history, Persian empires had to capture what is present-

day Iraq to project power.  Recent unrest in Iraq is proving to be a real pain for Tehran. The 

Iranian leadership sent one of its most respected (and feared) operatives, Qassem Soleimani, the 

head of the Islamic Revolutionary Guard Corps, to Iraq to try to save its hand-picked prime 

minister, Abdel Abdul Mahdi.  The ploy apparently failed as Mahdi has resigned after he lost 

support of Iraqi powerbrokers.  Iraq’s president, Barham Salih, has indicated he will draft a new 

election law and hold new elections.  Meanwhile, protests in Lebanon are threatening 

Hezbollah’s influence in Beirut.  The civil turmoil has risen to the level where Iran’s supreme 

leader, Ayatollah Khamenei, has expressed alarm about the situation.  Meanwhile, Russia will 

have to deal with the rising possibility that Syria and Turkey could stumble into a war.  Turkish 

forces have reportedly captured 18 Syrian soldiers.  Complicating matters further, this time for 

China, unrest is rising in Pakistan as well.   

 

United Kingdom-Brexit:  In a radio interview with Brexit Party leader Farage, President Trump 

claimed “certain aspects” of Prime Minister Johnson’s new Brexit agreement with the EU would 

prevent a future U.K.-U.S. trade deal.  It’s widely understood that the U.K. would suffer from 

limited leverage in any trade negotiations with the United States, but Trump’s statement seemed 

to go beyond that.  Farage is reportedly a friend of President Trump, so it could be that Trump is 

trying to tip the scale in favor of Farage in Britain’s December election.  Or, Trump could be 

calculating that Farage could draw pro-Brexit voters mostly from the Labour Party, clearing the 

way for a decisive win by Johnson and his Conservative Party. 

 

Meanwhile, bringing his campaign for the December election to full gear, Labour Party leader 

Corbyn finally started to lay out details on how he would handle Brexit if elected.  First, he 

vowed he would “get Brexit sorted out within six months.”  More to the point, he also laid out 

three key actions he would take to do that: 1) Request another withdrawal deal extension, 2) 

renegotiate the latest withdrawal deal, and 3) hold a second Brexit referendum. 

 

United States-Mexico-Canada:  House Speaker Pelosi yesterday said congressional Democrats 

and Trump administration officials are close to an agreement in which she would allow a vote on 

the updated NAFTA treaty in return for adjusting the treaty to toughen its labor and 

environmental standards.  That should provide modest support for U.S., Mexican and Canadian 

stocks. 

 

United States-India:  The WTO said India broke global trade rules by providing some $7 billion 

in export subsidies to its pharmaceutical, textile, steel and information technology companies.  If 

India fails to end the subsidies within six months, the ruling would allow the United States to 

impose punitive tariffs.  The ruling should be negative for Indian stocks in at least the short term. 

 

A new leader for Islamic State:  IS has a new leader.  The group acknowledged the death of al-

Baghdadi and the “nation’s” spokesman, Abu Hassan al-Mahajir, and announced a new leader, 

Abu Ibrahim al-Hashemi al-Qurayshi.  At this point, no one seems to have any idea who this 

https://www.wsj.com/articles/popular-protests-rattle-arab-leaders-11572469411?shareToken=stda7e7ae921c84f1fa5da6dd8e4004976
https://www.reuters.com/article/us-iraq-protests-iran-exclusive/exclusive-iran-intervenes-to-prevent-ousting-of-iraqi-prime-minister-sources-idUSKBN1XA2DI?utm_source=Eurasia+Group+Signal&utm_campaign=8f9a184410-EMAIL_CAMPAIGN_2019_11_01_10_45&utm_medium=email&utm_term=0_e605619869-8f9a184410-134308033
https://www.reuters.com/article/us-iraq-protests-iran-exclusive/exclusive-iran-intervenes-to-prevent-ousting-of-iraqi-prime-minister-sources-idUSKBN1XA2DI?utm_source=Eurasia+Group+Signal&utm_campaign=8f9a184410-EMAIL_CAMPAIGN_2019_11_01_10_45&utm_medium=email&utm_term=0_e605619869-8f9a184410-134308033
https://www.axios.com/iraqi-prime-minister-resign-deadly-protests-17af3875-4cb9-42f3-ac9e-3c19641806e1.html
https://www.aljazeera.com/news/2019/10/iraqi-pm-abdul-mahdi-main-backers-agree-oust-191030072410106.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosedge&stream=business
https://www.aljazeera.com/news/2019/10/iraqi-pm-abdul-mahdi-main-backers-agree-oust-191030072410106.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosedge&stream=business
https://www.washingtonpost.com/world/middle_east/iraqs-president-promises-new-elections-law-and-early-polls-amid-protests/2019/10/31/c2676e4a-fbea-11e9-9534-e0dbcc9f5683_story.html?wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/middle_east/iraqs-president-promises-new-elections-law-and-early-polls-amid-protests/2019/10/31/c2676e4a-fbea-11e9-9534-e0dbcc9f5683_story.html?wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/middle_east/iraqs-president-promises-new-elections-law-and-early-polls-amid-protests/2019/10/31/c2676e4a-fbea-11e9-9534-e0dbcc9f5683_story.html?wpisrc=nl_todayworld&wpmm=1
https://www.aljazeera.com/news/2019/10/lebanon-eyes-hezbollah-allies-hariri-resignation-191031171809685.html?utm_source=Eurasia+Group+Signal&utm_campaign=8f9a184410-EMAIL_CAMPAIGN_2019_11_01_10_45&utm_medium=email&utm_term=0_e605619869-8f9a184410-134308033
https://www.aljazeera.com/news/2019/10/lebanon-eyes-hezbollah-allies-hariri-resignation-191031171809685.html?utm_source=Eurasia+Group+Signal&utm_campaign=8f9a184410-EMAIL_CAMPAIGN_2019_11_01_10_45&utm_medium=email&utm_term=0_e605619869-8f9a184410-134308033
https://www.aljazeera.com/news/2019/10/lebanon-eyes-hezbollah-allies-hariri-resignation-191031171809685.html?utm_source=Eurasia+Group+Signal&utm_campaign=8f9a184410-EMAIL_CAMPAIGN_2019_11_01_10_45&utm_medium=email&utm_term=0_e605619869-8f9a184410-134308033
https://www.aljazeera.com/news/2019/10/lebanon-eyes-hezbollah-allies-hariri-resignation-191031171809685.html?utm_source=Eurasia+Group+Signal&utm_campaign=8f9a184410-EMAIL_CAMPAIGN_2019_11_01_10_45&utm_medium=email&utm_term=0_e605619869-8f9a184410-134308033
https://nyti.ms/2qZfUSp
https://nyti.ms/2qZfUSp
https://nyti.ms/2qZfUSp
https://nyti.ms/2qZfUSp
https://www.ft.com/content/b3216c72-fc05-11e9-98fd-4d6c20050229?emailId=5dbba10f675c390004233ee7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/b3216c72-fc05-11e9-98fd-4d6c20050229?emailId=5dbba10f675c390004233ee7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/b3216c72-fc05-11e9-98fd-4d6c20050229?emailId=5dbba10f675c390004233ee7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/b3216c72-fc05-11e9-98fd-4d6c20050229?emailId=5dbba10f675c390004233ee7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.aljazeera.com/news/2019/10/azadi-march-pakistans-opposition-protests-enter-day-191029153822817.html?utm_source=Eurasia+Group+Signal&utm_campaign=8f9a184410-EMAIL_CAMPAIGN_2019_11_01_10_45&utm_medium=email&utm_term=0_e605619869-8f9a184410-134308033
https://www.aljazeera.com/news/2019/10/azadi-march-pakistans-opposition-protests-enter-day-191029153822817.html?utm_source=Eurasia+Group+Signal&utm_campaign=8f9a184410-EMAIL_CAMPAIGN_2019_11_01_10_45&utm_medium=email&utm_term=0_e605619869-8f9a184410-134308033
https://www.ft.com/content/6a997e6e-fc09-11e9-98fd-4d6c20050229
https://www.ft.com/content/6a997e6e-fc09-11e9-98fd-4d6c20050229
https://www.thesun.co.uk/news/10255170/nigel-farage-help-tory-general-election/?utm_source=POLITICO.EU&utm_campaign=eb93a1344f-EMAIL_CAMPAIGN_2019_11_01_06_56&utm_medium=email&utm_term=0_10959edeb5-eb93a1344f-190480045
https://www.thesun.co.uk/news/10255170/nigel-farage-help-tory-general-election/?utm_source=POLITICO.EU&utm_campaign=eb93a1344f-EMAIL_CAMPAIGN_2019_11_01_06_56&utm_medium=email&utm_term=0_10959edeb5-eb93a1344f-190480045
https://www.politico.eu/article/jeremy-corbyn-labour-pledges-to-get-brexit-sorted-within-six-months/?utm_source=POLITICO.EU&utm_campaign=39a5c3d811-EMAIL_CAMPAIGN_2019_11_01_05_51&utm_medium=email&utm_term=0_10959edeb5-39a5c3d811-190480045
https://www.politico.eu/article/jeremy-corbyn-labour-pledges-to-get-brexit-sorted-within-six-months/?utm_source=POLITICO.EU&utm_campaign=39a5c3d811-EMAIL_CAMPAIGN_2019_11_01_05_51&utm_medium=email&utm_term=0_10959edeb5-39a5c3d811-190480045
https://www.ft.com/content/57556b04-fbf7-11e9-a354-36acbbb0d9b6
https://www.ft.com/content/57556b04-fbf7-11e9-a354-36acbbb0d9b6
https://www.ft.com/content/66e5b84e-fc06-11e9-a354-36acbbb0d9b6
https://www.ft.com/content/66e5b84e-fc06-11e9-a354-36acbbb0d9b6
https://nyti.ms/324Lhru
https://nyti.ms/324Lhru
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person is, or even if he really exists.  It is likely that this name is a nom de guerre, so analysis 

will need to go behind the new name to find out who has adopted it.   

 

Odds and ends:  The Trump administration is backing away from plans to freeze auto emissions 

targets, creating a middle ground between Obama-era plans and a complete reversal.  South 

Africa is seeing financial turmoil, with the SAR falling 3% over the past two days.  Moody’s is 

expected to issue a review today.  Japan has issued a warning over China’s growing military 

power.  The U.S. has added sanctions on four products that could be used to aid Iran’s military.  

Sixteen nations are meeting in Bangkok at the China-led Regional Comprehensive Economic 

Partnership (RCEP) meetings.  The RCEP was China’s response to TPP.  The Basel Committee 

is starting to look at crypto assets and banking.   

  

U.S. Economic Releases 

 

The change in non-farm payrolls for October came in above expectations at 128k compared to 

the forecast of 85k.  The prior report was revised upward from 136k to 180k.  The two-month 

payroll net revision rose by 95k.  The change in private payrolls came in above expectations at 

131k compared to the forecast of 80k.  The prior report was revised upward from 114k to 167k.  

The change in manufacturing payrolls were better than forecast, falling 36k compared to the 

estimated drop of 55k.  The prior report’s loss was revised upward from 2k to 5k. 

 

 
 

The chart above shows the change in total private employment, which suggests the economic 

expansion continues.   

https://www.wsj.com/articles/white-house-backing-off-proposed-fuel-efficiency-freeze-11572556860?shareToken=stef7cfe3a690f41499fab7b567c547715
https://www.wsj.com/articles/white-house-backing-off-proposed-fuel-efficiency-freeze-11572556860?shareToken=stef7cfe3a690f41499fab7b567c547715
https://www.wsj.com/articles/white-house-backing-off-proposed-fuel-efficiency-freeze-11572556860?shareToken=stef7cfe3a690f41499fab7b567c547715
https://www.wsj.com/articles/white-house-backing-off-proposed-fuel-efficiency-freeze-11572556860?shareToken=stef7cfe3a690f41499fab7b567c547715
https://www.wsj.com/articles/investors-flee-south-african-rand-ahead-of-rating-review-11572551165?shareToken=st1a8deaf0133f43a2b33dcd79e1048256
https://www.wsj.com/articles/investors-flee-south-african-rand-ahead-of-rating-review-11572551165?shareToken=st1a8deaf0133f43a2b33dcd79e1048256
https://www.wsj.com/articles/investors-flee-south-african-rand-ahead-of-rating-review-11572551165?shareToken=st1a8deaf0133f43a2b33dcd79e1048256
https://www.wsj.com/articles/investors-flee-south-african-rand-ahead-of-rating-review-11572551165?shareToken=st1a8deaf0133f43a2b33dcd79e1048256
https://www.ft.com/content/eb5191ee-fbbf-11e9-a354-36acbbb0d9b6?emailId=5dbba10f675c390004233ee7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/eb5191ee-fbbf-11e9-a354-36acbbb0d9b6?emailId=5dbba10f675c390004233ee7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.reuters.com/article/us-usa-iran-sanctions/us-imposes-new-iran-sanctions-but-waives-others-idUSKBN1XA2S3
https://www.reuters.com/article/us-usa-iran-sanctions/us-imposes-new-iran-sanctions-but-waives-others-idUSKBN1XA2S3
https://www.business-standard.com/article/pti-stories/rcep-trade-ministers-to-meet-in-bangkok-on-friday-ahead-of-leaders-summit-119103101433_1.html?utm_source=Eurasia+Group+Signal&utm_campaign=8f9a184410-EMAIL_CAMPAIGN_2019_11_01_10_45&utm_medium=email&utm_term=0_e605619869-8f9a184410-134308033
https://www.business-standard.com/article/pti-stories/rcep-trade-ministers-to-meet-in-bangkok-on-friday-ahead-of-leaders-summit-119103101433_1.html?utm_source=Eurasia+Group+Signal&utm_campaign=8f9a184410-EMAIL_CAMPAIGN_2019_11_01_10_45&utm_medium=email&utm_term=0_e605619869-8f9a184410-134308033
https://www.bis.org/press/p191031.htm
https://www.bis.org/press/p191031.htm
https://www.bis.org/press/p191031.htm
https://www.bis.org/press/p191031.htm
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The chart above shows the 12-month moving total of the change in non-farm payrolls; a dip 

under 1.5mm signals recession.  Despite the payrolls numbers coming in below expectations, 

revisions in last month’s report showed a slight reversal in trend, with the 12-month moving sum 

rising from 2.242mm to 2.093mm. 

 

The unemployment rate came in line with expectations at 3.6%.  The labor force participation 

rate remained rose 63.2% to 63.3%, while the U-6 unemployment rate rose from 6.9% to 7.0%.   

 

 
 

The chart above shows the relationship between the unemployment rate and the 

employment/population ratio.  The divergence of the two variables has been one of the defining 

factors of this recovery and argues that labor market slack still remains. 



 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO  63119 | 314.743.5090 

www.confluenceinvestment.com 

 5 

Average hourly earnings for all workers came in below expectations, rising 0.2% from the prior 

month compared to the forecast rise of 0.3%. 

 

 
  

The chart above shows the yearly change in overall wages for all workers along with production 

and non-supervisory workers.  Average hourly earnings for all workers rose 3.0% from the prior 

month, with wage growth for non-supervisory workers at 3.5%.  The divergence likely reflects 

the fact that tighter labor markets and widespread increases in minimum wages rules have 

boosted wage growth for lower income workers, while the upper levels of income are showing 

slower wage growth. 

 

In all, the jobs report is positive. Payrolls for this month coming in well above expectations and 

last month revisions suggest that the economy is still growing strong. If this trend continues, we 

do not expect the Fed to lower rates further.  

 

The table below lists the Federal Reserve releases scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

9:45 Markit US Manufacturing PMI m/m sep 51.5 51.5 ***

10:00 ISM Manufacturing m/m sep 48.9 47.8 ***

10:00 ISM Employment m/m sep 46.3 **

10:00 ISM Prices Paid m/m sep 50.0 49.7 **

10:00 ISM New Orders m/m sep 47.3 **

10:00 Construction Spending m/m aug 0.2% -0.1% ***

Ward Total Vehicle Sales m/m sep 17.000 Mil 17.190 Mil **

Speaker or event

13:00 Richard Clarida Speaks on Economy and Policy Outlook Vice Chairman of Board of Governors of Federal Reserve

13:00 Randal Quarles Discusses Community Development Federal Reserve Vice Chairman of Supervision

13:00 Mary Daly Speaks Los Angeles World Affairs Council

14:30 John Williams Speaks in New York President of the Federal Reserve Bank of New York

Fed Speakers or Events

Economic Releases

District or position

President of the Federal Reserve Bank of San Francisco
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Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important.  We note that these ratings do 

change over time as economic circumstances change.  Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market.  

Red indicates a concerning development, yellow indicates an emerging trend that we are 

following closely for possible complications and green indicates neutral conditions.  We will add 

a paragraph below if any development merits further explanation.  
 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Caixin China PMI Mfg m/m oct 51.7 51.4 51.0 ** Equity and bond neutral

Japan Jobless Rate m/m oct 2.4% 2.2% 2.2% *** Equity and bond bearish

Job-To-Applicant Ratio m/m oct 1.57 1.59 1.59 *** Equity and bond neutral

Jibun Bank Japan PMI Mfg m/m sep 48.4 48.5 *** Equity and bond neutral

Vehicle Sales y/y sep -26.4% 12.8% * Equity and bond bearish

India Markit India PMI Manufacturing m/m oct 50.6 51.4 ** Equity and bond bearish

Australia AiG Performance of Manufacturing m/m oct 51.6 54.7 ** Equity and bond neutral

CBA Australia PMI Manufacturing m/m oct 50.0 50.1 ** Equity and bond neutral

CoreLogic House Px m/m oct 1.4% 1.1% ** Equity and bond neutral

PPI y/y 3q 1.6% 2.0% * Equity and bond neutral

New Zealand ANZ Consumer Confidence m/m oct 118.4 113.9 ** Equity bullish, bond bearish

EUROPE

UK Markit UK PMI Manufacturing m/m oct 49.6 48.3 48.2 ** Equity and bond neutral

Switzerland CPI y/y sep -0.3% 0.1% 0.0% *** Equity bullish, bond bearish

Retail Sales Real m/m oct 0.9% -1.4% ** Equity and bond neutral

PMI Manufacturing m/m oct 49.4 44.6 45.3 ** Equity and bond neutral

Russia Markit Russia PMI Manufacturing m/m oct 47.2 46.3 48.0 ** Equity and bond neutral

AMERICAS

Canada GDP y/y aug 1.3% 1.3% 1.4% *** Equity and bond neutral

Industrial Product Price m/m aug -0.1% 0.2% 0.2% ** Equity and bond bearish  
 

Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis.  Again, the 

color coding is similar to the foreign news description above.  We will add a paragraph below if 

a certain move merits further explanation. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 191 193 -2 Down

3-mo T-bill yield (bps) 149 151 -2 Neutral

TED spread (bps) 42 42 0 Neutral

U.S. Libor/OIS spread (bps) 154 154 0 Up

10-yr T-note (%) 1.69 1.69 0.00 Down

Euribor/OIS spread (bps) -39 -40 1 Neutral

EUR/USD 3-mo swap (bps) 18 19 -1 Down

Currencies Direction

dollar Down Up

euro Flat Up

yen Flat Down

pound Up Up

franc Flat Up  
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Commodity Markets 
 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
 

Price Prior Change Explanation

Brent $59.73 $59.62 0.18%

WTI $54.40 $54.18 0.41%

Natural Gas $2.59 $2.63 -1.56%  

Crack Spread $16.94 $16.70 1.41%

12-mo strip crack $18.08 $17.93 0.84%

Ethanol rack $1.68 $1.68 -0.14%

Gold $1,510.07 $1,512.99 -0.19%

Silver $18.09 $18.11 -0.12%

Copper contract $263.35 $263.80 -0.17%

Corn contract 388.25$       390.00$       -0.45%

Wheat contract 508.00$       508.75$       -0.15%

Soybeans contract 933.50$       932.25$       0.13%

Baltic Dry Freight 1731 1782 -51

Actual Expected Difference

Crude (mb) 5.7 0.5 5.2

Gasoline (mb) -3.0 -2.3 -0.8

Distillates (mb) -1.0 -2.2 1.1

Refinery run rates (%) 2.50% 0.60% 1.90%

Natural gas (bcf) 89.0 87.0 2.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts call for cooler-than-normal temperatures for most of the country 

from the Rockies to the Appalachians, with warmer-than-normal temperatures in Florida and the 

Southwest.  Wet conditions are expected in the south, while unusually dry conditions are 

anticipated in the Northwest down into northern California.   
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Asset Allocation Weekly 
Confluence Investment Management offers various asset allocation products which are managed using “top down,” 

or macro, analysis.  We report asset allocation thoughts on a weekly basis, updating this section every Friday.  
 

November 1, 2019 
 

We continue to hold a favorable outlook toward gold despite evidence that current prices may be 

getting a bit ahead of themselves.  Our gold model puts fair value at 1391. 
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Sources:  Haver Analytics, CIM

Fair Value = $1391

 
 

In the coming months, we expect the fair value to rise; both the ECB and the Federal Reserve 

have resumed expanding their balance sheets.  And, the Fed will likely continue to cut rates, 

which would be expected to reduce the real interest rate on two-year T-notes.  The dollar remains 

overvalued but will likely need a catalyst to trigger depreciation.  Still, over time, we do expect 

gold prices to find support from improving fundamentals. 

 

In addition, the high level of zero-yielding debt should be supportive.   
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We have seen a drop in zero-yielding debt recently, but with slowing global economic growth, a 

renewed expansion is likely. 

 

Finally, there is a long-term relationship between gold prices and the level of the fiscal deficit.  

Although the level of the current deficit does suggest, again, that gold prices might be a bit 

overvalued currently, the likelihood of expanding deficits should offer underlying support for 

gold prices.   
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In the immediate term, we may see steady to lower gold prices but there are ample fundamental 

factors that should support future prices.   

 

 

 
Past performance is no guarantee of future results.  Information provided in this report is for educational and illustrative purposes only 

and should not be construed as individualized investment advice or a recommendation.  The investment or strategy discussed may not be 

suitable for all investors.  Investors must make their own decisions based on their specific investment objectives and financial 

circumstances.  Opinions expressed are current as of the date shown and are subject to change.  
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Data Section 

 

U.S. Equity Markets – (as of 10/31/2019 close) 
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These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return.  Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

These charts represent the new sectors following the 2018 sector reconfiguration.  

 

Asset Class Performance – (as of 10/31/2019 close) 
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Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 
 

October 31, 2019 
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P/E as of 10/30/2019 = 18.4x

 
 

Based on our methodology,1 the current P/E is 18.4x, up 0.21x from last week.  The rise in the 

P/E is due to higher equity prices.   

 
 
This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based 
upon sources and data believed to be accurate and reliable. Opinions and forward-looking statements expressed are subject to 
change. This is not a solicitation or an offer to buy or sell any security. 
 

                                                 
1 This chart offers a running snapshot of the S&P 500 P/E in a long-term historical context. We are using a specific 
measurement process, similar to Value Line, which combines earnings estimates and actual data. We use an 
adjusted operating earnings number going back to 1870 (we adjust as-reported earnings to operating earnings 
through a regression process until 1988), and actual operating earnings after 1988. For the current quarter, we use 
the I/B/E/S estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings 
sum includes two actual quarters (Q1 and Q2) and two estimates (Q3 and Q4). We take the S&P average for the 
quarter and divide by the rolling four-quarter sum of earnings to calculate the P/E. This methodology isn’t perfect 
(it will tend to inflate the P/E on a trailing basis and deflate it on a forward basis), but it will also smooth the data 
and avoid P/E volatility caused by unusual market activity (through the average price process). Why this process?  
Given the constraints of the long-term data series, this is the best way to create a long-term dataset for P/E ratios. 


